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KEY ECONOMIC INDICATORS 


All values in million U.S.$ Exchange Rate 
unless otherwise stated U.S. $1.00 = 8. 25.00 


ITEM 1973 1974 % 
Change 


INCOME AND PRODUCTION 


1 GDP at current prices 42,293 49,889 64,615 93,503P 
(million sucres) 

2 GDP at constant 1970 37,931 40,626 435,536 52,412P 
prices 
Per capita GDP. Current 265 302 379 530° 
prices (dollars) 
Production of Some 
Major Items: 
Crude Petroleum 64.5© 
(million barrels) 
Petroleum Products 
(million barrels) 
GDP by Sectors 
(million sucres): 
Agriculture 10,553 +11,891 17,551P 
Mining & Petroleum 565 1,330 14,866P 
Manufacturing 6,757 7,927 12,929P 
Construction 2,108 2,507 4,078P 
Public Utilities 511 572 860P 
Transportation,Storage, 2,446 2,833 4,981P 
and Communications 
Wholesaling & Retailing 4,885 5,388 8,062P 
Banking & Insurance 1,526 1,824 3,006P 
Property rentals Letic 2,693 4,496P 

j Public Administration, 6,899 B,22L 12,839P 

National Defense and 
other services 


Compensation for bank- -1,045 -1,200P 
ing & financial ser- 
vices 


Indirect net taxes on 4,502 5,581 7,984 11,035P 
grants 


GDP Grant Total 42,293 49,889 64,615 93,503P 





MONEY AND PRICES 1971 


1 Money supply (Mil.$.) 6,118 
Nov. 22 


2 Public Debt Outstand- 11,819P 
ing (Mil.g. end Dec.) 


2a External Debt (end Dec) 260.8 
2b External Debt Service 40.1 


3 Max.Legal Interest Rate 12 


1971 
BALANCE OF PAYMENTS AND TRADE 


1 Int'l Reserves 24.9 
Net (end Dec.) 


Balance of Payments, 
Basic Bal. 


Export Licenses 
Granted FOB 


U.S. Share, FOB 


Import Licenses 
Liquidated CIF 


U.S. Share, CIF 


Export of Major 
Items: Dec. 15 


Petroleum and 
Products 


Bananas 
Coffee 
Cacao 


Seafood 





SUMMARY 


The Ecuadorean economy is in its fifth straight year of boom, 
initiated by petroleum investments, propelled by petroleum 
production and sustained by petroleum revenues. Real GDP has 
grown at eight percent or better each year, with the benefits 
concentrated in urban areas. High prices for crude petroleum 
and tropical products in 1974 pushed merchandise exports above 
$1 billion. Imports may cross that mark in 1975. Ecuador thus 
becomes an important developing market for the first time. More- 
over, there is reason to believe that the U.S. share of the mar- 
ket has recovered from its (respectable) low of 32.2 percent in 
1972. To sustain the boom beyond 1975 without losing all con- 
trol over inflation -- there was a 23 percent increase in CPI 
last year -- Ecuador will reguire higher petroleum prices or 
production, unlikely in the short run, or increased foreign 
credits, which it may locate successfully. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Coming up from a small base at which most indices of economic 
well-being were down at levels associated with Bolivia and 
Paraguay, Ecuador has made remarkable progress in recent years. 
Unusually strong fiscal and foreign exchange positions have 
permitted vast increases in government spending and imports. 
Internal demand is buoyant and while Ecuador is suffering from 
historically very high rates of inflation, the economy has so 
far remained little touched by worldwide recession. 


Preliminary Central Bank calculations of GDP, which may be re- 
vised downward, show a growth of current GDP of 44.7 percent in 
1974, and a real growth of 15.1 percent. Per capita GDP in 
current dollars crossed the $500 mark in 1974. The petroleum 
sector grew fastest in 1974 in money terms but this was entirely 
due to price increases. Government spending, manufacturing, 

and agriculture made contributions to real growth. 


The petroleum sector was affected by world supply and demand 

and by internal factors in 1974. The year started strong. At 

a tax reference price of $13.90, the Texaco-Gulf consortium, 

the only producer of crude in Ecuador's Oriente, moved petroleum 
at maximum rates in the early months, about 240,000 bpd, and the 
government was also able to market royalty oil at a premium of 
$1.41 over the tax reference price. Then, however, the govern- 
ment imposed a production ceiling of 210,000 bpd, still in force 
and now a floor as well, balancing conservation and revenue needs. 
In June the government decreed a 25 percent equity participation 
in the consortium; on July 1 it increased taxes pursuant to OPEC's 





decision in Quito in mid-June and it did so again effective 
October 1. There was also a pipeline break, temporarily 
shutting off exports. In softened market conditions, petro- 
leum exports in the second half never recovered their allow- 
able momentum. Production hit a low of 70,000 bpd in November 
and for the year it was 15.3 percent below 1973. Government 
revenues from petroleum,projected at $650 million in January, 
totalled only $440 million. Prolongation of price and market- 
ing difficulties and another pipeline break caused a further 
shortfall of $75 million in anticipated government receipts 

in the first quarter of 1975. 


Prospects for greatly increased production in the next two 

years are not good. New exploration has been slow since mid- 
1972 and various companies were shaken out as the government 
modified terms for exploration and production. Installed 
capacity is about 275,000 bpd in the Texaco-Gulf area but pro- 
duction is held down. The nearby area operated by Cayman could 
enter production at 10,000 bpd within 18 months of agreement on 
terms governing operations. The Anglo (Burmah) company and the 
OKC consortium have been unsuccessful in a long search for commer- 
cial deposits. Holders of remaining acreage, the state oil com- 
panies of Ecuador (CEPE) and Argentina (YPF), have not yet ex- 
plored. The most promising near prospect lies in development 

of gas in the Gulf of Guayaquil. The government is negotiating 
with a U.S. firm, Northwest Pipeline Corporation, to renew work 
suspended there by the government in late 1972. Small quantities 
of gas were proven and reserves may turn out to be very substan- 
tial. If so, the petroleum and petrochemical sectors will re- 
ceive a big boost by the end of the decade. 


Since taking power in February 1972 and with petroleum revenues 
in prospect, the government has announced expansionist budgets 
each year. The clear priority is growth, over monetary and 

price stability. Annual budget increases have been on the order 
of 35-40 percent. The announced budget for 1975 is $628 million, 
as compared to $245 million in 1972. Petroleum revenues account 
for 29 percent of budget revenues and a deficit of undetermined 
magnitude is in prospect for 1975. Over two-thirds of petroleum 
revenues, however, are earmarked for military equipment and for 
off-budget agencies principally dedicated to economic infrastruc- 
ture projects in roads, communications, electrification, to petro- 
leum refining, and to agricultural lending. These efforts are 
slowly changing Ecuador but administrative costs are running at 
levels that disturb the President and the Finance Minister. 


Inflation is the main blot on the record of the government's 
otherwise generally successful growth-oriented economic policy. 





After years of nominal rates of consumer price inflation, 
Ecuador experienced CPI increases of 6, 18, and 23 percent 

in the years 1972-74. A chronic shortage of domestically- 
produced foodstuffs was the main culprit. More favorable 
weather and new policy directions have ameliorated the supply 
problem somewhat in the most recent 12 months. The government 
clarified the priority of increased production over reform in 
land tenure; it raised official prices to producers and con- 
sumers in a move away from subsidizing the urban areas; it pro- 
moted a massive increase in credit to producers by government 
and commercial banks. Nevertheless, agricultural production 
and rural development remain difficult, fundamental long-term 
problems. 


IMPLICATIONS FOR THE UNITED STATES 


Ecuador's stable military government, its liberal foreign ex- 
change and trade policies, and its rising import and debt ser- 
vicing capacity have properly attracted much new American and 
other attention to Ecuador as a market, first, a place to lend, 
second, and a site for investment, third. 


Exports soared to $1.2 billion in 1974, quadrupling in value 
since the government took power in 1972. Although petroleum 
accounted for some 60 percent, traditional exports held their 
own in 1974. Ecuadorean banana exports, still the world's 
largest, were helped by events in Central America and by the 
fact that Ecuador is not trying to manipulate market prices. 
Coffee and especially cacao had a good year but will fall in 
value in 1975. Seafood and non-traditional exports enjoyed 
secular increases in 1974. 


Imports rose less dramatically to an estimated $650 million in 
1974 but may reach $1 billion in 1975. In fact Ecuador is one 

of the first OPEC countries whose imports and government spend- 
ing will catch up with its new level of earnings, and in this 
year. Net international reserves were $339 million at end 1974. 
A considerable pipeline of loans from international institutions 
is outstanding and Ecuador also seeks loans from wealthier OPEC 
countries to maintain the rhythm of development spending in years 
ahead. 


The U.S. share of the market drifted steadily downward to a low 

of 32.2 percent in 1972 but turned around slightly in 1973 and 

may have cor*inued to climb upward. American exporters will 

find a strong, across-the-board market, especially in agricultural 
equipment, construction equipment and vehicles, electrical ma- 





chinery, semifinished industrial goods, and basic foodstuffs. 


American suppliers of goods and services can compete for a 
number of major infrastructure projects. In the public sec- 
tor, six hydroelectric projects, such as Toachi-Pilaton, 
Coca-Quijos, and Paute, are in various stages of planning or 
construction. Four irrigation projects, of which the largest 
are Babahoyo and Daule-Peripa, still await the selection of 
contractors and equipment purchases. Other expected projects 
are a second petroleum refinery, a petrochemical plant, an 
integrated steel plant, and a vehicle (passenger cars and 
tractors) assembly plant. A Quito-Guayaquil highway and possi- 
ble new airport construction in several cities, some years 
hence, would open additional prospects for U.S. equipment. 
Studies are also underway for the expansion of the ports of 
Guayaquil, Esmeraldas, and Manta. In competing for sales in 
Ecuador, American firms often will have to finance or procure 
financing, and will require a local agent and/or legal repre- 
sentative. 


Present U.S. investment is about $300 million, of which $250 
million is in petroleum. Potential investors in petroleum and 
other extractive industries confront special legal and tax 
regimes, and political risks, not applicable to private indus- 
try generally. Certain industries, like petrochemicals, fish- 
ing, and cement, are in practice reserved to state or mixed 
investment; in other manufacturing areas joint ventures are 
encouraged. It is official Ecuadorean policy to welcome foreign 
private investment. Dispositions of the Andean Pact, including 
special privileges for Ecuador, govern new foreign private 
investment. 
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